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REPORT  TO  THE  STATE 
GOVERNMENT  SURVEY  COMMITTEE 
ON  THE  STATE  RETIREMENT  SYSTEMS 
NOVEMBER  20 , 1952 


REPORT  TO  THE  STATE  GOVERNMENT  SURVEY  COMMITTEE 


ON  THE  STATE  RETIREMENT  SYSTEMS 


1.  The  following  report  on  the  Public  School  Employes'  Retirement  System  and 
the  State  Employes'  Retirement  System  is  submitted  as  requested.  For  the 
purpose  of  this  report  the  State  Police  Retirement  System  will  be  treated  as 
part  of  the  State  Employes'  Retirement  System  in  view  of  its  close  connection 
with  that  system.  The  Public  School  Employes'  Retirement  System  was  set  up 
in  1917*  It  has  been  revised  and  extended  in  its  application  from  time  to 
time  and  in  1952  it  covered  87,991  employes  with  salaries  of  $267,391,000. 

In  addition,  there  are  9,896  annuitants.  In  this  report  this  system  will  be 
referred  to  for  brevity  as  the  Teachers'  System.  The  State  Employes'  Retire- 
ment System  was  set  up  in  I923.  It,  too,  has  been  revised  and  extended  in 
its  application  from  time  to  time  and  at  May  31,  1952  it  covered  44,952 
employes  with  salaries  of  $140,658,000.  In  addition  there  are  2,274 
annuitants.  This  system  will  be  referred  to  as  the  State  Employes'  System. 
The  Special  Benefit  Fund  for  State  Police  is  considered  to  be  outside  the 
scope  of  this  report. 

2.  Contributions  to  the  Teachers'  System  are  made  by  the  State,  the  School 
Boards  and  the  employes.  Contributions  to  the  State  Employes'  System  are 
made  by  the  State  and  the  employes.  The  total  appropriations  in  the  State 
Budget  have  expanded  greatly  in  recent  years  as  the  following  figures  show. 
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2. 


State  Appropriations  for  Retirement  Systems 
(excluding  cost  of  administration) 


Biennium 

Teachers'  System 

State  Employes'  System 

Total 

1933-35 

$ 5,850,000 

$ 1,700,000 

$ 7,550,000 

1935-37 

6,232,000 

1,550,000 

7,782,000 

1937-39 

6,300,000 

1,730,044 

8,030,044 

1939.41 

6,320,000 

2,680,254 

9,000,254 

1941-43 

6,200,000 

2,626,819 

8,826,819 

1943-45 

6,670,000 

4,233,084 

10,903,084 

1945-47 

8,412,000 

5,011,178 

13,- ^3, 176 

1947-49 

13,519,798 

7,410,844 

20,930,642 

1949-51 

21,180,000 

9,094,877 

30,274,877 

1951-53 

37,444,987 

12,808,093 

50,253,060 

It  will  "be  seen  that  the  appropriations  for  1951-53  exceed  those  of  1941-43  by 
504$  for  the  Teachers'  System,  388$  for  the  State  Employes'  System  and  by  469% 
overall. 

The  comparatively  slow  expansion  in  the  cost  of  the  systems  over  the  years 
1933-19^-3  is  not  surprising  but  the  expansion  since  1943 , and  especially  since 
19^9,  is  a natter  to  which  attention  should  be  directed.  The  appropriations 
for  1951-53  are  as  much  as  5^-  times  those  for  1941-43  and  nearly  times  those 
for  1947-49. 

(The  figures  quoted  in  this  section  and  in  other  sections  of  this  report 
have  been  provided  by  Mrs.  Elinor  S.  Deatrick,  Research  Consultant  to  the  State 
Government  Survey  Committee). 

3.  There  are  three  major  factors  contributing  to  the  rise  in  cost  of  the  re- 
tired systems; 

(1)  Liberalization  of  the  systems, 

(2)  Inflationary  rise  in  remuneration, 

(3)  Drop  in  the  rate  of  interest  earned  on  the  funds. 


It  will  be  advisable  to  consider  these  three  factors  in  turn. 
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4.  The  annual  retirement  allowance  is  made  up  of  four  parte: 

(1)  An  Employe’s  (or  Member's)  Annuity..  Provided  by  the  employe's 
contributions . 

(2)  A State  Annuity.  Provided  by  the  State  (and  School  Boards  in  the 
case  of  teachers ) . 

(3)  A Further  State  Annuity.  Similar  to  (2)  but  covering  service  prior 
to  the  inauguration  of  the  systems. 

(4)  An  Additional  State  Annuity.  Referred  to  in  section  7. 

In  addition  the  State  guarantees  a rate  of  interest  of  4$  on  all  the  funds 
of  the  systems . 

5.  Liberalization  of  the  systems  has  taken  two  main  forms.  The  systems  have 
been  extended  to  cover  classes  of  employes  not  previously  covered  and  the 
benefits  have  been  improved.  These  liberalizations  have  been  the  result  of 
legislative  action  and  no  doubt  the  effect  of  the  changes  on  current  and 
future  budgets  were  considered  at  the  time  the  changes  were  proposed.  When- 
ever one  of  the  systems  is  expanded  to  include  an  additional  class  of  employe 
the  cost  to  the  State  is  increased  not  only  by  the  contributions  which  the 
State  must  make  for  the  future  service  annuities  of  the  new  class  of  employe 
but  also  the  cost  of  any  past  service  rights  which  are  granted  even  though 
this  cost  is  spread  over  a period  of  years . In  the  same  way  a liberalization 
of  benefits  may  involve  past  service  rights  which  will  have  serious  effects 
on  the  cost  to  the  State. 

6.  The  State  Annuities  (parts  (2)  and  (3)  of  the  annual  retirement  allowance 
referred  to  in  section  4)  granted  under  the  retirement  systems  are  now  based 
on  the  average  salary  for  the  5 years  immediately  preceding  retirement  and 
hence  in  determining  the  State's  contributions  the  average  rate  of  progression 
of  salaries  with  age  must  be  taken  into  account.  When,  as  a result  of  infla- 
tion, a general  salary  revision  is  made,  the  contributions  of  the  State  are 
increased  in  proportion  to  the  salary  increase  to  provide  for  future  service 
rights.  In  addition,  the  general  salary  revision  upsets  the  previous  estimates 
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of  final  salaries  and  Bakes  inadequate  the  funds  which  are  held  in  respect 
of  existing  annuity  rights.  It  is  then  necessary  for  the  State  to  make  addi- 
tional contributions  so  that  the  funds  can  be  restored  to  their  correct  level 
over  a reasonable  period  of  time.  This  means  that  during  a period  of  infla- 
tion, such  as  has  been  experienced  in  the  last  decade,  the  cost  of  the 
retirement  systems  increases  more  rapidly  than  do  the  salaries  of  the  employee 
covered  by  the  systems . 

7.  The  amount  of  an  individual  Employe's  (or  Member's)  Annuity  (part  l)  of 
the  annual  allowance,  referred  to  in  section  4)  depends  upon  the  accumulation 
of  his  contributions  with  interest.  These  contributions  have  been  fixed  so 
as  to  produce  annuities  which,  on  the  assumption  of  normal  salary  progression 
with  age,  are  a certain  percentage  of  the  final  salary.  As  a result  of 
inflation  final  salaries  will  be  greater  than  anticipated  and  hence  employes' 
annuities  will  be  a smaller  percentage  of  the  final  salaries.  In  1949  new 
provisions  were  introduced  in  the  Teachers * System  to  provide  an  Additional 
State  Annuity  (part(4)  of  the  annual  retirement  allowance,  referred  to  in 
section  4)  equal  to  the  amount,  if  any,  by  which  the  Employe's  Annuity  is 
less  than  the  State  Annuity.  A similar  change  was  made  in  State  Employes' 
System  in  1952 . Since  the  State  Annuity  depends  on  final  salary,  inflation 
increases  the  amount  of  the  Additional  State  Annuity.  This  Additional  State 
Annuity  is  proving  to  be  very  expensive . 

8.  It  will  be  seen  that  liberalization  of  the  systems  and  inflation  have  both 
caused  the  cost  to  the  State  to  rise  at  a greater  rate  than  would  be  indicat- 
ed by  the  rise  in  the  salaries  of  persons  covered  by  the  systems  alone.  It 
will  be  seen  from  the  following  figures  that  the  salaries  of  employee  covered 
are  about  two  and  one -half  times  what  they  were  in  1942. 
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Employes  Covered  by  Retirement  Systems 


Number  of  Employes 


Teachers 

State  Employes 

Total 

Mid.  1942 

77,728 

28,933 

106,661 

Mid.  1952 

87,991 

44,952 

132,943 

Percentage  Increase 

13$ 

25$ 

Salaries  of  Employes 
Mid.  19U2 
Mid.  1952 

Percentage  Increase 


$120,271,000 

267,391,000 

122$ 


$ 48,803,000 

140,658,000 

188$. 


$169,074,000 

408,049,000 

141$ 


It  will  be  appreciated  that  part  of  the  increase  in  the  period  1942  to  1952 
is  due  to  extentions  of  the  systems. 

9.  We  now  come  to  the  third  major  factor,  interest,  which  has  contributed  to 
the  increase  in  the  cost  of  the  retirement  systems  to  the  State. 

The  fundamental  principle  of  a funded  retirement  system  is  that  funds  are 
accumulated  during  the  working  life  time  of  the  employe  to  provide  for  his 
retirement  allowance.  This  involves  the  investment  of  contributions  of  the 
State  and  of  the  employe  over  a long  period  of  time  and  hence  the  contribu- 
tions will  depend  on  the  rate  of  interest  earned  on  the  funds.  At  the  time 
the  systems  were  set  up  rates  of  interest  were  much  higher  than  they  are  now. 
A basis  of  4$  was  used  and  the  State  guaranteed  this  rate  on  the  funds  as 
regards  both  the  State  and  the  employes ' contributions . 

The  funds  now  amount  to  over  $400,000,000  in  total. 


it 


i'.v 


■ - ■ . 

. ! Vii  Jn-  ? 

CIQ . 

' IWjf’ 

"i' ' ' X '■  .X>iM 

v.\  :} 

' “>  . 

":v- 

■ •>  ..  . /': 

Vq/ .;///:•  ./  //  .//a 

V , : Y:,  . 

, r:,L.v 

oco . 3/5,  o4i 

OC  .i/%Y33 

Y;/:/  . r.:Y4 

^SCu; 

}•  i C\<  ;•  r 

aii.:'  /•  " - 'MjiT. 

■ ■'*'/'  ; . i//.:q'  .;  q j 

■.  ■ -■  ;.  • ■ - q 0 £ t .;•  y ; 

. : odj  /:• 

4,  i.Jq/  •>;.:&  ;;.j. 

; : 1 a 

fXOi  •;  ..  |0  4 ; % • . 

' A ..  ; . .’  W;'.  rr  ./■•  .. 

; ‘ ' •' IS  SI  ■ ; ; . : ' Qg  , ..  . 

i:eiOT/;:  i 0 •)! 

. ..  -V*  . 

; ' ..  . : | ■ ■ :.  i 

i ,.  ft 

£ . ■ fv  1 ■ >©  ' ; uon 

; "no  jnfyadE-jv  : 

/:■/  ©vY/vyr/ 

. ; 

..  ..  v-  >.  : • 

. , . ■,  . a . ■ ■ ’|6 ; 

- 1 ' ■ . . . .. 

' ' ■ ' - ' ' • ■ ' . ■ ' ....  , 

- , , - • i 1 

.....  V 1 ' 

- A '.  : i i.  ..  • 

■ /'  ’ 

v • " • ..v A.-.;  • Iy(  . , 


.1 


6. 


10.  The  following  table  shows  the  rate  of  interest  earned  on  the  funds  at 
four  year  intervals  since  1932: 


Year* 

Teachers ' Fund 

State  Employes ' Fund 

1932 

4 .24$ 

4.79$ 

1936 

4.65$ 

4.38 $ 

1940 

4.12$ 

4.02$ 

1944 

3-49 $ 

3-32$ 

1948 

2.84$ 

2.65$ 

1950 

2.71 $ 

2.88$ 

1951 

2.25$ 

2.95$ 

1952 

2.89$ 

♦Ending  on  June  30  for  Teachers’  Fund,  and  May  31  for  State  Employes'  Fund  in 
the  calendar  year  shown. 


11.  The  guarantee  of  4$  interest  cost  the  State  $41,585  for  the  biennium 
1941-43  and  $8,940,747  for  the  biennium  1951-53-  These  figures  are  included 
in  the  total  cost  to  the  State  quoted  earlier.  The  cost  for  1953-55  will  be 
higher. 

12.  The  heavy  cost  to  the  State  of  the  Teachers'  and  State  Employes'  Retirement 
Systems  is  the  result  of  past  legislative  action,  combined  with  inflation  and 
low  yield  on  investments.  The  amount  of  appropriation  required  each  biennium 
depends  on  the  recommendations  made  by  the  actuaries  to  the  funds,  and  these 
recommendations  are  carefully  determined  on  the  basis  of  actuarial  valuations 
of  the  cost  of  the  benefits.  There  is,  therefore,  very  little  opportunity 
for  reducing  the  cost  of  these  systems  to  the  State  by  administrative  action. 
Nevertheless,  two  such  steps  must  be  considered. 

13.  It  will  be  noted  by  reference  to  the  figures  set  out  in  Section  10  that 
the  rate  of  interest  earned  in  the  year  1950-51  on  the  State  Employes ' Fund 
was  2.95$  compared  with  2.25$  on  the  Teachers’  Fund.  While,  naturally,  some 
variation  between  the  two  funds  is  to  be  expected,  it  should  be  noted  that 
since  the  legal  rajige  of  investments  of  the  two  funds  is  identical,  there 
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is  no  particular  reason  why  the  Teachers  ' Fund  should  not  earn  as  high  a 
yield  as  the  State  Employes'  Fund.  If  it  had  been  possible  to  increase  the 
yield  in  1950-51  of  the  Teachers'  Fund,  by  the  choice  of  more  suitable  in- 
vestments, from  the  figure  of  2.25 $ actually  earned  to  the  figure  of  2.95$, 
earned  by  the  State  Employes ' Fund  the  State  would  have  saved  over 
$2,250,000  in  that  year  alone. 

However,  the  subject  of  the  investments  of  the  funds  will  be  considered 
in  greater  detail  in  sections  15,  through  17 . 

14.  The  appropriation  for  the  cost  of  administering  the  two  systems  in  the 
biennium  1951-53  was  $717, 5°0-  Since  Dr.  Shils  of  Temple  University  was 
commissioned  by  the  Department  of  Public  Instruction  in  April,  1952  to  study 
the  whole  administrative  procedure  of  the  Teachers'  System,  no  consideration 
of  this  problem  will  be  included  in  this  report.  Naturally  it  is  particularly 
desirable  that  the  administration  of  the  systems  should  be  both  efficient  and 
economical,  not  only  because  of  the  effect  on  the  cost  to  the  State  government 
but  also  as  an  example  of  State  efficiency.  Dr.  Shils*  report  should  be  care- 
fully considered,  not  only  in  relation  to  the  Teachers’  System  but  also  in 
relation  to  the  State  Employes'  System.  However,  it  might  well  be  found  that 
a combined  punch  card  installation  for  the  two  funds  would  lead  to  a saving  as 
the  records  which  have  to  be  kept  are  very  similar,  and  this  might  ultimately 
lead  to  a joint  administrative  office  with  one  staff  doing  the  work  for  both 
systems.  However,  since  the  law  requires  separate  Boards,  any  joint  adminis- 
tration might  prove  difficult  until  the  law  is  changed  in  this  respect. 

From  the  point  of  view  of  public  relations  it  is  felt  that  a clearer  state- 
ment of  the  benefits  of  the  systems,  free  from  technicalities,  should  be 
available  for  employes, 

15-  Turning  to  possible  legislative  steps  which  could  be  taken  to  reduce  the 

cost  to  the  State  of  the  retirement  systems,  the  first  problem  to  be  considered 
is  the  possibility  of  modifying  those  sections  of  the  law  which  cover  the 
investment  of  the  funds  of  the  two  systems  so  as  to  increase  the  rate  of 
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interest  earned  on  the  funds.  The  present  investment  powers  are  governed  by 
the  Acts  of  July  18,  1917,  P.L.IOU3,  Section  6,  Paragraph  1 and  of  June  27, 
1923.  P.L.858,  Section  6,  subsection  1:  The  Administrative  Code,  Article  VII, 

Section  701,  subsection  F;  and  the  Act  of  April  25,  19^9,  P.L.723  as  amended 
by  1939,  June  9,  P.L.274,  No.  1^9  Section  1. 

The  following  classes  of  investment  are  available  to  the  funds. 

(a)  Bonds  or  other  obligations  of  the  United  States 

(b)  Bonds  or  other  obligations  of  this  Commonwealth  or  of  any 

other  State 

(c)  Bonds  or  other  obligations  of  any  county  city  borough  township 

incorporated  district  school  district  poor  district  or  other 
political  subdivision  of  this  Commonwealth  or  of  any  other 
State 

(d)  Ground  rents  on  real  estate  within  this  Commonwealth 

(e)  Mortgages  on  or  bonds  of  individuals  secured  by  mortgages  on 

Pennsylvania  real  estate  and 

$ 

(f)  Trust  certificates  evidences  of  debt  or  investment  securities 

representing  participation  in  revenues  to  be  derived  from  any 
municipally -owned  gas  plant  in  cities  of  the  first  class  of 
this  Commonwealth. 

In  practice  the  investments  are  now  limited  to  groups  (a),  (b)  and  (c)  except 
for  a 1st  Mortgage  in  the  Pennsylvania  State  College  held  by  the  State 
Employes  ’ Fund . 

16.  The  rate  of  interest  earned  on  various  classes  of  investments  depends  on  a 
number  of  factors j but  where  an  investment  includes  a right  to  exemption  from 
Federal  taxation,  a lower  rate  of  interest  is  obtainable  than  where  such  a 
right  does  not  exist.  For  this  reason,  it  is  not  to  the  financial  advantage 
of  any  fund,  the  accumulation  of  which  is  not  subject  to  Federal  taxation,  to 
invest  in  tax  free  securities.  Since  State  retirement  funds  are  not  subject 
to  Federal  taxation,  their  assets  should  not  be  invested  in  tax  free  securities 
if  the  highest  rate  of  interest,  subject  to  adequate  security  of  capital,  is 
to  be  obtained.  It  is  realized,  however,  that  considerations  other  than  the 
maximum  rate  of  interest  may  determine  the  investment  of  State  funds. 
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It  is  considered  that  by  expanding  the  powers  of  investment  of  the  two 
retirement  systems  and  bringing  them  under  the  supervision  of  a State  Invest- 
ment Council  the  funds  of  these  schemes  could  be  invested  to  yield  a rate  of 
interest  (under  current  conditions)  of  between  3$  and  3u$  without  any  decrease 
in  the  financial  security  of  the  funds.  If  such  an  Investment  Council  were 
set  up  it  would  not  be  practical  to  transfer  all  the  existing  investments  to 
higher  rates  of  interest  immediately.  It  may  be  noted  that  for  each  increase 
in  the  yield  of  the  funds  of  one -tenth  of  one  percent  there  would  be  at  the 
present  time  a saving  to  the  State  of  over  $400,000  per  annum. 

17.  House  Bill  N0.I55O  of  the  Session  of  1951  was  introduced  with  a view  to 
extend  the  scope  of  investments  available  for  retirement  and  other  State  funds. 
This  bill  never  became  law.  However,  it  is  considered  that  it  would  not  be 
sufficient  merely  to  extend  the  present  investment  powers.  What  is  required 

is  a State  Investment  Council,  adequately  staffed  with  persons  skilled  in  the 
handling  of  investments  (possible  top  caliber  individuals  on  a voluntary 
basis),  with  the  wide  powers  of  investment  for  the  various  State  funds.  The 
State  of  New  Jersey  set  up  such  a Council  in  1950*  The  first  annual  report 
of  this  Council  is  appended  to  this  report.  It  is  recommended  that  a similar 
Council  should  be  set  up  in  Pennsylvania. 

It  is  understood  that  the  provisions  in  the  New  Jersey  law  relating  to 
the  monthly  publication  of  a detailed  report  of  purchases  and  sales  has  proved 
most  valuable. 

18.  An  apparent  alternative  or  corollary  to  the  above  proposal  is  that  the  rate 
of  interest  guaranteed  by  the  State  on  the  funds  should  be  lowered  from  4$  to 
some  more  realistic  figure  such  as  3%.  It  is  well  to  consider  what  this  step 
would  mean  in  relation  to  the  Pennsylvania  State  retirement  systems. 

Insofar  as  annuities  are  provided  by  the  State  the  payments  to  the 
annuitants  will  be  the  same  whatever  the  rate  of  interest  guaranteed.  If  the 


r ‘ .T- 


-•  i 


; • : 1 3 .;  ||  j } ;.  k ' "<  '•  « 


...  x ;■ 

J •*  •- 


■ ' 4 “ v . 


■■  ■ 1 *"*  ■ j 'j 


; . : ' . . ; 13 

..  ; v '■  ■ ...  \ v ^ ; :•  • 


. • . : [ . 

e ; ....  . - ...  £ 3 : 3ff  ■ hh rC y :jt 


. - J 


: via  . tm  it 


Oi’>  J 


id  MSJQ% 


'•  ...  • : ;•  '•  . . V ■ . 


.-..•r  s-  V- 


V..>  i • ' . rirr.y  f;  OZ'U  i'U 


>.■  -K 


••  ,r  . 


' 


‘ . . . . ' ■ : \.  ! : iX  . • - ■ 8 VTtl  : 0 , pe  W 


h tu-f* 


...  ••  ..  . W'-'.r  .""v: : JT 


. . r . i|d  6 . ......  • - • t'l 


r..  .-. . :.  t 


..XU 


V ' 

- . .. 


' r> 


v ~ ‘ :•  a V.’ . ' ;r  'j 


Ivrj  i 


.... 


ro'j  r-  io./  ; ati  ■:  '.  1 

V •"  V L i ‘ f / i* 


. 


' 


: ■ « 


..  /v,.-;v  . / ..  ..  .■  v‘-  -1  • ' 


■ ■ 


... 


r.'S  :■ 


.V  i ... 


U 

i 


;.  r ’ ■ i ■ ,iJ j j..rr.r  if  f 


> • >■ . j.  ■ 


..:  ...  . ' • 


■ r 


. . ; ■ ■ ; .v.  • « } % . . ...  ...  .;  $ 


■ . . : r:;  ••  ..  ^ 


. ...w 


»\  ’•  ’•  . .it 


■■  • Z 

. :v  ■; 


. f . - •;  ; ,V  ‘ . •:  / ; '.  ' ■ •" 


- .'V  i . 


dl 


10. 


rate  of  interest  guaranteed  is  revised  from  to  3 1» , the  cost  of  the 
guarantee  is  reduced  hut  the  State  contributions  which,  in  the  past,  have 
been  actuarially  calculated  on  a k $ basis  must  be  recalculated  on  a 3$  basis. 
This  means  that  while  the  cost  of  the  guarantee  is  reduced  the  cost  of  normal 
contributions  is  increased.  It  will  be  found  that  the  result  of  the  two  re- 
visions will  largely  cancel  each  other  and  there  is  little,  if  any,  advantage 
to  be  gained  by  reducing  the  rate  of  interest  guaranteed  to  present  employes. 

There  is  a very  definite  need  to  use  a more  realistic  rate  of  interest 
for  future  entrants  into  the  systems,  and  consequently  it  is  suggested,  for 
all  employes  after  some  date  to  be  determined,  the  rate  of  interest  guaranteed 
should  be  reduced  to  3 $>•  This  step  was  taken  by  the  State  of  New  Jersey  a 
few  years  ago.  A corollary  of  this  proposal  would  be  the  recalculation  of 
the  rates  of  contribution  so  that  the  new  employes ’ contributions  and 
annuities  would  be  raised  to  a more  adequate  figure  taking  into  account 
future  interest  earnings  at  the  lower  rate.  Further,  consideration  should 
be  given  to  using  a lower  rate  of  interest  for  all  withdrawals  and  other  re- 
funds of  contributions . 

19.  Employes  consider  their  retirement  rights  as  part  of  their  emoluments 

and,  therefore,  the  level  of  annuities  cannot  be  considered  except  as  part  of 
the  much  wider  problem  of  salaries.  Whether  the  high  level  of  the  State 
contributions  to  these  funds  is  due  to  annuities  being  guaranteed  on  too 
liberal  a scale  is  outside  the  scope  of  this  report.  It  is  perhaps  worth 
noting  that  when  the  Teachers’  System  was  set  up  the  cost  of  the  annuities  as 
then  estimated  was  distributed  approximately  one-half  to  the  teacher  and  the 
other  half  to  the  State  and  School  Boards.  However,  at  the  present  time  for 
a new  entrant  in  the  teaching  service  approximately  one -third  of  the  cost  is 
met  by  the  employe  and  two-thirds  by  the  State  and  School  Boards,  although 
taking  teachers'  retirement  systems  generally  the  fifty-fifty  basis  is  more 


common. 
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20.  The  possibility  of  excluding  certain  classes  of  employes,  especially  those 
in  the  lower  salary  groups  whose  salaries  are  unlikely  to  increase  much  with 
years  of  service,  from  the  State  retirement  systems  so  that  they  may  receive 
the  benefits  of  Federal  Social  Security  deserves  very  serious  consideration. 
Often  the  Federal  Social  Security  benefit  would  be  greater  than  that  provided 
under  the  State  systems  and,  since  Federal  Social  Security  is  subsidised  by 
federal  taxation  the  cost  of  providing  annuities  in  this  manner  would  be  to 
the  advantage  of  the  employe  and  appreciably  cheaper  to  the  State. 

In  order  to  bring  State  employes  under  the  terms  of  Federal  Social  Security 
a special  agreement  is  required  between  the  State  and  the  Federal  Social 
Security  administrator  and  at  the  date  of  such  an  agreement  the  employee 
concerned  must  not  be  eligible  for  a State  annuity . 

It  may  be  noted  that  the  State  of  Virginia  in  1952  repealed  its  Teachers' 
Retirement  Plan  so  that  all  teachers  could  be  brought  under  Federal  Social 
Security,  the  funds  in  respect  of  employes  not  yet  eligible  for  retirement 
being  held  so  that  they  could  be  later  withdrawn  or  applied  to  a new  retire- 
ment system  to  be  set  up  at  a later  date.  It  is  believed  that  changes  will 
be  made  shortly  in  the  Federal  Social  Security  legislation  to  allow  State 
retirement  systems  to  be  integrated  with  Federal  Social  Security  in  a less 
cumbersome  manner.  While  such  integration  presents  a number  of  problems  it 
would  be  most  desirable  for  this  idea  to  be  fully  explored  in  view  of  the 
possible  savings  which  might  result. 

21.  To  summarize,  very  little  can  be  done  by  administrative  action  to  re- 
duce the  cost  to  the  State  of  the  State  retirement  systems.  The  most 
promising  lines  for  investigation  are  those  in  which  legislation  is  required. 
The  following  courses  of  action  should  be  given  very  full  consideration: ‘ 

(l)  The  setting  up  of  a State  Investment  Council  with  wide 

investment  powers.  If  this  proposal  cannot  be  accepted 
steps  should  be  taken  to  make  better  use  of  existing 
investment  powers . 
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(2)  The  use  of  a lower  rate  of  Interest  for  withdrawals  and 
for  other  refunds. 

(3)  The  transfer  of  certain  classes  of  employes  to  Federal 
Social  Security. 

(!*■)  The  possibility  of  integrating  the  systems  with  Federal 
Social  Security. 

(5)  Administrative  reorganization  following  Dr.  Shils'  report. 

In  addition,  the  effect  on  State  appropriations  of  any  changes  proposed 
for  the  systems  should  he  given  very  careful  consideration  whenever  new 
legislation  is  proposed. 


L.  H.  Longley-Cook 

Fellow  of  the  Institute  of  Actuaries,  etc. 


1600  Arch  Street 
Philadelphia,  Pa. 


November  20,  1952 
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